
fl intbrnal Revenue Service 

Dlslrict 
Director 

Department of thpyeasury 

*********** ****** **** *******  ****** ******* 

Person to Contact: 
t. *** *** **** * * * * * * * *  * * ********  ***** * * * *  

******  Telephone Number: 
**** ***  *** ****  ******** 
* * * * * * *****  * *  ***** Refer Reply to: 

**************
Date: 

Gentlemen: 

We have consir iered your a p p l i c a t i o n  f o r  exemption from F e d e r a l  income t a x  
a s  a n  o r g a n i z a t i o n  d e s c r i b e d  i n  s e c t i o n  5 0 1 ( ~ ) ( 7 )  of t h e  I n t e r n a l  Revenue 
Code o f  1454. 

Tile i n f o r m a t i o n  suLmit ted d i s c l o s e * * * *  *** **** o r g a n i z e d  a s  a n  
a s s o c i a t i o n  of p r o p e r t y  owiiers on ******  ******** i n  t h e  S t a t e  of  *****  .  

ALtl~oupJ~ yobr  governing i i~: ; t~umcnt  g i v e s  no s t a t e d  purpose f o r  ***** ***r  
o c g a n i z a t i o n  was formed, you have i ~ ~ d i c i l t e d  i n  your  l e t t e r  oC ******  *   
**** t i t a t  t h e  orlly a c t i v i t y  i n  tihictr your o r g a n i z a t i o n  p a r t i c i p a t e s  is  
tlie rnairltenance o f  a l l  tlie comrnori e lements  o u t s i d e  t l ie  w a l l s  of t h e  
apar tments .  

The exemption provided by s e c t i o n  501(aj f o r  a r g a n i z a t i o n s  d e s c r i b e d  i n  
s e c t i o n  S O i ( c ) i l j  a p p l i e s  o n i y  t o  c l u b s  which a r e  o r g a n i z e d  f o r  p l e a s u r e ,  
recreation, and o t h e r  s i m i l a r  n o n p r o f i t a b l e  purposes  and s u b s t a n t i a i l y  
a i i  o f  i t s  a c t i v i t i e s  a r e  f o r  t h e s e  purposes ,  b u t  does n o t  a p p l y  if any 
p a r t  o f  i t s  n e t  e a r n i n g s  i n u r e s  t o  t h e  b e n e f i t  of any  p r i v a t e  s h a r e h o l d e r .  

S i n c e  you a r e  o rgan ized  and o p e r a t e d  s o l e l y  t o  perform t h e  f u n c t i o n s  of a  
homeowners' a s s o c i a t i o n  i t  i s  a p p a r e n t  t h a t  you .?re n o t  o r g a n i z e d  f o r  t h e  
purposes  s p e c i f i e d  i n  s e c t i o n  5 0 1 ( c j ~ 7 )  of t h e  code. 

Accordiugly,  we holL t h a t  you a r e  n o t  e n t i t l e d  t o  exemption from F e d e r a l  
income t a x  as a n  o r g a n i z a t i o n  a e s c r i b e d  i n  s e c t i o n  5 0 1 ( c ) ( 7 )  o f  t h e  code.  

C o n s i d e r a t i o n  b a s  been g i v e n  as t o  whether  your  o r g a n i z a t i o n  c o u l d  
q u a l i f y  f o r  exemptions by reason  of being d e s c r i b e d  i n  s e c t i o n  501(c) (4)  
of tl;e code. 

Tlie I n t e r n a l  Revenue S e r v i c e  t a k e s  t h e  p o s i t j o i l  t h a t  i n  o r d e r  f o r  a n  
o r g a n i z a t i o n  t o  q u a l i f y  f o r  exemption f r o a  Yedera l  income t a x  a s  a s o c i a l  
w e l f a r e  o r g a n i z a t i o n  d e s c r i b e d  i n  s e c t i o n  5 0 L j c ) ( 4 )  o f  t h e  Code, i t  must 
be p r i m a r i l y  engaged i n  promoting i n  solre way t h e  comaon good and g e n e r a l  
w e l f a r e  o f  t h e  community a s  a  whole. 
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The lncome Tax Kegula t ions  s e c t i o n  1 . 5 0 1 ( ~ ) ( 4 ) - l ( a )  s t a t e s  t h a t  a c i v i c  
l e ahue  o r  o r g a n i z a t i o n  de sc r i bed  i n  s e c t i o n  5 0 1 ( ~ ) ( 4 )  may be  exempt i f  i t  
i s  n o t  o rganized  o r  ope ra t ed  f o r  p r o f i t  and i t  i s  ope ra t ed  e x c l u s i v e l y  
f o r  t h e  promotion of  s o c i a l  wel fa re .  The, Regula t ions  d e s c r i b e  s o c i a l  
w e l f a r e  a c t i v i t i e s  a s  promoting i n  some way ' t he  common good and g e n e r a l  
w e l f a r e  of t h e  people of t h e  community. An o r g a n i z a t i o n  coming w i t h i n  
t h e  purview of t h i s  s e c t i o n  i s  one which i s  ope ra t ed  e x c l u s i v e l y  f o r  t h e  
purpose of  b r i ng ing  about  c i v i c  be t t e rmen t s  and social . improvements .  

I n t e r n a l  Revenue Kuling 74-17, I n t e r n a l  Revenue B u l l e t i n  1974-1, page 
130, p rov ide s  t h a t  a n  o r g a n i z a t i o n  formed by t h e  u n i t  owners of a 
condominium housing p r o j e c t  t o  provide  f o r  t h e  management, maintenance 
and c a r e  of t h e  common a r e a s  of  t h e  p r o j e c t ,  a s  de f i ned  by S t a t e  s t a t u t e ,  
w i t h  t h e  membersl~ip assessments  pa id  by t h e  u n i t  owners does  n o t  q u a l i f y  
under s e c t i o n  501 (c ) (4 )  of  t h e  Code. The s e r v i c e s  provided c o n s t i t u t e  
p r i v a t e  b e n e f i t s  n o t  w i t h i n  t h e  purview o f  s e c t i o n  501 (c ) (4 )  of t h e  Code. 

T h i s  r u l i n g  may be  dis t : inguished w i t h  &venue Ruling 74-99 which provides  
t h a t  o homeowners' a s s o c i a t i o n ,  t o  q u a l i f y  f o r  exemption under s e c t i o ~ .  
501(c)(4)  of  t h e  Code, (1) m u s t  s e r v e  a "community" which bea r s  a 
reasonable  r e cogn i zab l e  r e l a t i o n s h i p  t o  a n  a r e a  o r d i n a r i l y  i d e n t i f i e d  a s  
governmental ,  (2 )  i t  must n o t  conduct a c t i v i t i e s  d i r e c t e d  t o  t h e  e x t e r i o r  
maintenance o f  p r i v a t e  r s i dence ,  and ( 3 )  t h e  common a r e a  o r  f a c i l i t i e s  
i t  owns and ma in t a in s  m ~ d t  be  f o r  t h e  u se  and enjoyment OF t h e  g e n e r a l  
pub l i c .  

S ince  you provide  s e r v i c e s  t o  your membership, a s  de sc r i bed  i n  Revenue 
Ruling 74-17, r a t h e r  t han  s e r v i n g  i n  a simil .ar  c a p a c i t y  t o  a governmental  
u n i t ,  as d e s c r i b e d  i n  Keveriue Ruling 74-99, you do n o t  q u a l i f y  f o r  
exemption under s e c t i o n  501 (c ) (4 )  of t h e  Code. 

If you a r e  i n  agreement w i t h  t h i s  proposed de t e rmina t i on ,  we r e q u e s t  t h a t  
you s i g n  and r e t u r n  t h e  enc losed  agreement Form 6018. P l e a s e  no t e  t h e  
i n s t r u c t i o n s  f o r  s i g n i n g  on  t h e  r e v e r s e  s i d e  o f  t h i s  f o m .  
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If you a r e  n o t  i n  agreement  w i t h  t h i s  proposed d e t e r m i n a t i o n ,  we 
recommend t h a t  you r e q u e s t  a  h e a r l n g  w i t h  o u r  o f f i c e  o f  Regiona l  D i r e c t o r  
of  AppeaLs. Ycur request :  f o r  a  h e a r i n g  should  i n c l u d e  a w r i t t e n  a p p e a l  
g i v i n g  t h e  fac ts ,  law, and any  o t h e r  in format ion  t o  s u p p o r t  y o u r  p o s i t i o n  
a s  e x p l a i n e d  i n  t h e  ~ n c l . o s e d  P u b l i c a t i o n  892. You w i l l  t h e n  be c o n t a c t e d  
t o  a r r a n g e  a d a t e  f o r  a  h e a r i n g .  The heas ing  may be h e l d  a t  t h e  o f f i c e  
of  Regiona l  D i r e c t o r  o f  Appeals  o r ,  i f  you r e q u e s t ,  a t - a  m u t u a l l y  
convenien t  D i s t r i c t  Office. A s e l f - a d d r e s s e d  enve lope  i s  e n c l o s e d .  

S i n c e r e l y  

D i s t r i c t  D i r e c t o r  




